STATE OF NEW JERSEY
Board of Public Utilities

Two Gateway Center
Newark, NJ 07102

April 19, 2000
Dear Consultant:

Re Initiation of Audit on the competitive services offerings
Docket No. EA00040232

The New Jersey Board of Public Utilitiesis seeking a consultant to perform audits on the competitive
sarvices offerings of New Jersey’s 7 largest dectric and gas didtribution companies. You areinvited to
submit a proposa to perform the audits, in accordance with the Request for Proposal (RFP). Proposals
must be received at the Board's office, at the above address by Noon Eastern Standard time on Monday
May 22, 2000, to be digible for consderation.

To facilitate the timely preparation and submission of proposas, an informal RFP review conference
will be held at the Board’s Newark Office on Monday May 8, 2000, at 10:30 am., to review the RFP

with the Board' s staff and representatives from the utilities.

Y ou are requested to inform the Board by Monday, May 1, 2000, in writing, of your intent to submit a
proposal.

All correspondence and proposas should be directed to my attention. Letters of intent may be faxed by
diding (973) 648-2848.

If you have any questions, fed freeto cal Jack Greenberg of my staff at (973) 648-26809.

Very truly yours,

n&&»w&

Water P. Szymanski, Director



REQUEST FOR PROPOSAL
TO PERFORM AUDITS OF THE COMPETITIVE SERVICES OFFERINGS OF
NEW JERSEY’S SEVEN ELECTRIC AND GAS UTILITIES
Pursuant to N.J.S. A 48:3-55, 48:3-56, and 48: 3-58
DOCKET NO. AA00040232
Conectiv Docket No. EA00040233
GPU Ener gy Docket No. EA00040234
Public Service Electric & Gas Conpany Docket No. EA00040235
Rockl and El ectric Conpany Docket No. EA00040236
El i zabet ht own Gas Conpany Docket No. GA00040237

New Jersey Natural Gas Conpany Docket No. GA00040238
Sout h Jersey Gas Conpany Docket No. GA00040239

April 19, 2000

New Jersey Board of Public Utilities
Two Gat eway Center
Newar k, New Jersey 07102






SECTI ON 1. GENERAL | NFORMATI ON

1.1 |Introduction. The New Jersey Board of Public Uilities
(“Board”) issues this Request for Proposal (“RFP”) pursuant to
N.J.S. A 48:3-55, 48:3-56, and 48:3-58 to secure the services of
one or nore independent consultants (“Contractor”) to conduct
audits of the conpetitive business segnents of all New Jersey’s
electric and gas utilities (“Uilities”): Conectiv; GPU Energy
(“GPU"); Public Service Electric and Gas Conpany (“PSE&G’);

Rockl and El ectric Conpany (“RE"); Elizabethtown Gas Conpany (“EG);
New Jersey Natural Gas Conpany (“NJNG); and South Jersey Gas
Conpany (“SJG’)(See Attachnent 2). The purpose of these audits is
to ensure that the Uilities or their related conpetitive business
segnents do not enjoy an unfair conpetitive advantage over other
non-affiliated purveyors of conpetitive services and to nonitor the
al l ocation of costs between conpetitive and non-conpetitive
services offered by the Uilities. The audits should begin within
60 days of the issuance of this RFP. All costs related to this
engagenent will be borne by the Utilities, and it is expected that
t he engagenment will take 90 days to conplete.

1.2 Scope. The primary scope of these audits is to review the
Uilities’ conpetitive services offerings in relation to the
Electric D scount and Energy Conpetition Act (the Act), the board' s
rules, regulations and orders related to conpetitive services.
(Attachment 3: N.J. Electric D scount & Energy Conpetition Act;
Attachnment 4: NJ BPU Affiliate Relations, Fair Conpetition &
Accounting Standards) The Contractor will offer its expert opinion,
based on appropriate nethodol ogy, as to whether there is strict
separation and all ocation of each utility’s revenues, costs,
assets, risks, and functions, between the utility’'s electric and/or
gas distribution operations and its related conpetitive business
segnents. The audits will also determ ne whether there is (1)
cross subsidization between utility and non-utility subsidiaries
within a public utility or hol ding conpany; (2) whether the
separation of utility and non-utility organizations is reasonable
based upon the Board s affiliate relation and fair conpetition
standards; (3) the effect on ratepayers of the use of utility
assets in the provision of non-safety related conpetitive services
(4) the effect on utility workers; and (5) the effect of utility
practices on the market for such services.

The Consultant may al so be asked to give his opinion on whether any
ot her service offered by the utilities is a conpetitive service.

The Contractor, based on its stated nethodology, will quantify the
amount, if any, the Uilities have unfairly allocated. Each of the
Uilities, and intervenors, shall have the right to contest the
nmet hodol ogy and rebut the findings of the audit.

The audit areas of revieww !l include, but will not necessarily be
limted to, the follow ng:



Cor por ate Pl anni ng

Executi ve Managenent

Organi zational Structure

Communi cati on and Contr ol

Cost Al |l ocation Met hodol ogi es for

a. Centralized services
b. Transfers to, or uses of, utility assets,
property, and plant (e.g., utility
bui | di ngs, vehicles, tools, and equi pnment)
by the conpetitive service prograns
C. Personnel transfers
1. permanent reassignnment,
2. tenporary/part-tinme reassignnment,
and
3. shared enpl oyees

Subcontractor Utilization

Inter-/1Intra-conpany Billings

Program Rel at ed Revenues

Program Rel at ed Expenses (direct and indirect)
Conmpensation (including salary, fringe benefits,
i ncentives, etc.)

Recor d- Keepi ng (including tinmesheets, cost

al |l ocation, reports, program statistics, etc.)
Support Services (e.g., legal, insurance, real
estate, data processing, etc.)

El ectric generation service is deened to be a conpetitive service
and will be included in the scope of this audit.

The scope of these audits is also restricted to conpetitive
services offerings and related utility operations within the State
of New Jersey, with respect to those of the Uilities which, or the
affiliates of which, may offer such services in other states.

1.3 Objective. The objective of these audits is to provide the
Board with the informati on necessary to determ ne whet her the
conpetitive services identified as such are, in any way, Cross-
subsi di zed by the individual utility' s regulated activities and to
determ ne the reasonabl eness of the | unp-sumcharges (i.e., service
contract rates) and the tinme-and-materials charges encountered in a
conpetitive environment. The results of the audits will be used in
conjunction with information gathered by Staff in determ ning
whet her the Uilities are in conpliance with the intent of NJ.S A
48: 3-55, 48:3-56, and 48:3-58 to restructure New Jersey’'s electric
and gas industries so as to create open conpetition w thout undue
consequences to the safety, adequacy, and propriety of traditional,
basic utility service.




1.4 Schedul e. It is the Board's intention to adhere to the
schedul e as proposed (Attachment 1).

1.5 Definitions and Responsibilities of Parties. The definitions
and general responsibilities of the Board, Utility, and Contractor
are as follows:

1.5.1 Board. The Board is the client for whomthe audits are to
be perfornmed and is the sole point of contact for this RFP. The
Board and/or its Staff (“Staff”) will: (1) evaluate the submtted
proposals; (2) choose the Contractor; (3) supervise the perfornmance
of the audits; (4) review the Contractor’s expenses and authori ze
paynent; and (5) utilize the results of the audits for the purposes
set forth in the RFP.

1.5.2 Utility. The Utility is the subject of the audit and w |
be the signatory to the contract. The Utility will: (1) be
responsible for all costs related to this audit; (2) cooperate with
the Contractor and Staff; (3) provide tinmely and conpl ete responses
to all docunent and interview requests; and (4) provide adequate
wor ki ng space and necessary office equi pnent for the Contractor and
Staff.

1.5.3 Contractor. The Contractor is the selected consulting
firm's), its personnel, and subcontractors. The Contractor wll:
(1) performthe audit(s) under the supervision of Staff; (2) ensure
that any subcontractors conply to the RFP; (3) report, as required,
to Staff; (4) submt expenses to Staff for the authorization of
paynment; (5) submt the results of the audit(s) to Staff; and (6)
provide testinony, if required, regarding the results of the

audi t(s).




1.6 Confidentiality. Unless otherw se ordered by the Board, al
aspects of the submitted proposals, and performance of the audit(s)
shal | be confidential.

1.7 Rejection of Proposals. The Board reserves the right to
reject any or all submtted proposals not in conformty with this
RFP, or for any other cause.

1.8 Proposal. Prospective contractors (“bidders”) nust submt a
conplete response to this RFP in accordance with the format
provided in Section 2.1. It should be addressed to: Walter P.
Szymanski, Director of Audits, Two Gateway Center, Newark, NJ
07102. Al'so, an RFP Review Conference will be held at the Board’s
Newar k office in order to respond to any bidder questions on the
RFP and further explain the purposes of this engagenment. There
must be one original proposal, signed by an official authorized to
bi nd the bidder to its provisions, and 10 copies. The proposal
must remain valid for the length of the audit(s). Once al
accepted proposals are reviewed, Staff may require interviews with
t he remai ni ng bidders to discuss the contents of the proposals.
Both the RFP and the proposal will conprise contractual obligations
for the selected Contractor(s), unless nodified by nutual consent.
The Board will determ ne the nunber of consultants/contractors who

wll performthis review after its schedul ed Board neeting on May

10, 2000. It is vital that the consultants/contractors provide the

Board s staff with comments associated with the consultant’s
ability to performone or nore audits. This infornmation will be
presented by Staff to the Board at its agenda nmeeting schedul ed for

May 10, 2000, at which the Board will determ ne the nunber of
audits that will be awarded, i.e. one, two, three, seven, etc.

1.9 Incurred Costs. Neither the Board, Staff, nor the Uilities
shall be liable for any costs incurred by the Contractor prior to
Staff’s authorization to execute a witten agreenent signed by the
Uility and the Contractor.

1.10 Conpensation. Paynment of any contractual costs incurred
subsequent to the signing and authorization of a witten agreenent
w Il be nmade upon receipt of the Contractor’s invoice, as set forth
in Section 3.4. Paynent of invoices will be 100% of the undi sputed
amount of expenses and 80% of the undisputed anmount of professiona
and support staff fees. The remaining 20% w || be paid when the
final report is filed with the Board and all contractual

obl i gati ons have been nmet. Disputed amounts shall be subject to
arbitration by the Board.

SECTION 2. PROPCSAL CRI TERI A

2.1 Format. Review and evaluation of the proposal will be based
upon the follow ng format:



2.1.1 Summary. A discussion reflecting the bidder’s understanding
of the proposed audit.



2.1.2 Wrk Plan. A discussion setting forth the bidder’s work
pl an, as foll ows:

A approach, with enphasis upon the techni ques for
collecting and analyzing data;

B. products to be delivered and tinme estinmates for each
t ask;

C. sequence and relationship of all areas to the experience
of the personnel in each category; and

D. met hods of managi ng the audit(s).

2.1.3 Experience. A resune of the bidder indicating previous
experience, with full identification of all references and
descriptions of assignnents conpleted and their pertinence to this
engagenent .

2.1.4 Personnel. Resunes of all personnel to be involved in the
audit(s), including previous experience, clients served, and
respective dates. Experience should reflect previous work
assignnments for each person as it relates to the area of his/her
assignnents. Any substitution of personnel nust be approved by the
Board’'s Director of Audits after a review of the Contractor’s
witten justification; including detailed resunes of the substitute
per sonnel .

2.1.5 Relationship with the Uility Conmpanies. A detailed
statenment indicating any prior, existing, or prospective

rel ati onship, financial or otherw se, between the Contractor, its
personnel, and/or subcontractors, and the utilities being audited.

2.1.6 Costs. List separately the not-to-exceed bid for services,
item zed as foll ows:

A. pr of essi onal and support staff fees of al
personnel, consisting of the projected hours and
rate per hour for each category;

B. supplies and materi al s;

C. all travel expenses, including transportation,
nmeal s, | odging, etc.; and

D. any other direct costs.

E. Costs incurred after conpletion of the audit, if
necessary for the presentation of findings, e.g.,
cross exam nations, hearings, and all other
procedural matters, will be in addition to the cost
of the audit(s), and are to be negoti ated between
Staff and the Contractor.

F. Costs for the performance of work determ ned to be
outside the initial scope of the RFP by the Board or
Staff will be only incurred with the specific,

written authorization of Staff. The hours worked
shall be billed at the average professional rate per



hour, based upon all professional rate categories
set forth in Section 2.1.6. If Staff determ nes
addi ti onal hours to be necessary, said hours shal
be considered to be a nodification of the witten
agreenent and shall be nutually agreed upon by Staff
and the Contractor, unless otherw se ordered by the
Boar d.

2.2 Oher Information. Any other information which may assist in
the review of a submtted proposal, such as brochures, literature,
or sanples of recent assignnents conpleted, may be submtted wth,
but shall not be considered part of, the proposal. The Board may
award a contract for any or all parts listed under the Scope. The
Board may al so award a contract for any or all the utilities
subject to this audit.

SECTION 3. AUDI T PROCEDURE

3.1 Safety Standards. When on the Utility s prem ses, the
Contractor must conply with all regulatory standards and Utility
policies dealing with safety, insurance, and work specifications.

3.2 Project Control. The audit(s) will be performed in accordance
with the written agreenent. There will be no direct reporting by
the Contractor to anyone but the Board or Staff. Al witten and
oral communications will be through Staff. The Contractor my be

requested to discuss audit progress with Staff, as necessary.

3.3 Monthly Progress Reports. The Contractor shall submt a
witten nonthly report for any nmonth in which work was perforned.
The report shall consist of a general narrative providing adequate
I nformation regarding the status of the audit(s), with an

expl anati on of any di screpanci es between the approved work plan and
act ual progress.

3.4 Invoices. All invoices shall be presented to Staff with the
Mont hly Progress Reports and supported by appropriate docunentation
and may be subjected to an audit by the Board and/or the Uility
for a period of two years after the conpletion of the audit(s).
The invoices should be item zed as in Section 2.1.6 and shown in
relation to the contractual cost.

3.5 Developnment of Final Report. The results of each audit shal
be filed with the Board in a separate final report for each
utility. The devel opnment of the final reports will evolve in two
st ages:

3.5.1 Draft Report. A draft of each final report shall be

subm tted and shall include a summary of the audit process and a
sunmary of all recomendations. Upon the resolution of any factual
di screpancies, Staff wll authorize the preparation of the final

report.



3.5.2 Final Report. The Contractor shall provide a maxi nrum of 100
bound copies of the final report to be filed wwth the Board and one
mast er copy suitable for photocopying, or as Staff may deem

appropriate. The Board may authorize the printing of a nunber of
redacted reports to protect proprietary information, if necessary.




10.

11.

ESTI MATED SCHEDULE

ATTACHVENT 1

Send RFP to prospective contractors 04/ 19/ 00
Receive letters of intent from bidders 05/ 01/ 00
RFP revi ew conference 05/ 08/ 00
Recei ve proposals from bi dders 05/ 22/ 00
Board sel ects Contractor 06/ 21/ 00
Si gning of contract 06/ 30/ 00
Audi t begi ns 07/03/00
Contractor submts draft report 09/ 08/ 00
Staff reviews draft report 09/ 15/ 00
Uility reviews draft report for factual

accuracy and proprietary information 09/ 22/ 00
Contractor files final report 10/ 01/ 00
The RFP will contain one separate schedule for each of the

seven utilities. Dates may vary for each utility based on
i ndi vi dual circunstances.



